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Phases of Budgetary Control*
By Frank S. Hecox
There is perhaps no subject of more vital interest to manage
ment than ways and means of controlling operations. One of
the most effective means of controlling operations is by the use
of a budget system—a statement of future accounts. The
accounts record what has happened in the past; the budget shows
what we expect will happen in the future. The responsibility
for the preparation and operation of the budget is delegated to
individuals and the budget should be so prepared that they can
be held accountable for actual results.
PURPOSE

The purpose of the budget is to maintain control over the
following factors that are present in every business: regulation of
cost of sales; regulation of expenses; investment and turnover
in inventories; expenditures for plant additions and plant changes,
and the regulation of finances. A budget forecasts sales, pro
duction, buying, expenditures, financing, profits and financial
position.
ORGANIZATION FOR PREPARATION OF BUDGET

Before installing a budget the organization must be thoroughly
in favor of the idea of budgetary control. In many cases it is
better to start in a small way than with a complete budget. A
company can start with a cash budget, and as the organization
sees the advantages and results to be obtained the plan can be
gradually increased until it is extended to all phases of the busi
ness. There must be a proper organization for budget control
and administration. Probably the most satisfactory results are
obtained through a budget committee composed of the functional
heads. The comptroller or other accounting officer should be a
member of this committee. In the preparation of a budget the
first step is to classify the various functions and fix the responsi
bility for the preparation of forecasts. It is the duty of the
person in charge of the budget to see that all forecasts are made
and assembled and that the completed budget is prepared well
in advance of the budget period. The person in charge of the
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preparation should furnish department heads with information
relative to past performance. The expense accounts should be
properly classified into the natural functions of manufacturing,
selling and administration so that responsibility may be properly
fixed. The budget period may vary in time from a few months to
a year. However, it should be long enough to include a complete
cycle from the purchase of the raw materials to the sale of the
finished product.
THE MASTER BUDGET

The master budget is composed of the following schedules,
which will be discussed in the order named: sales forecast, pro
duction and purchase forecast, expense forecast, plant-addition
and plant-change budget, cash budget, other-income and otherdeductions forecast, and the estimated balance-sheet and profitand-loss statement.
The responsibility for the sales forecast rests on the executive
in charge of sales. In preparing this forecast the sales for the
previous year should be studied, any marked trend noted, an
analysis made of the existing market and all desirable or unde
sirable factors taken into consideration. In the case of a concern
doing a national business the salesmen in the field present their
forecasts to the territorial sales managers. The territorial sales
managers revise the salemen’s forecasts to what they believe can
be reasonably expected and forward them to the sales manager,
who likewise amends the forecasts in light of additional data that
he may have. The forecast submitted should show the number
of units expected to be sold each month of the fiscal year. It
is first prepared in quantities, to show the expected sales by
months for the whole period, and later summarized, showing total
sales values.
The responsibility for the production and purchase forecast
rests on the executive in charge of manufacturing. The pro
duction schedule is based on the sales forecast, taking into con
sideration the desired ending inventories and the beginning
inventories. This is summarized by units, by lines, by months.
It is the function of the purchasing department to buy the raw
materials and have them available when needed for production.
It is the function of the cost department to estimate the direct
labor for the production schedule. In the last few years many
manufacturers have installed standard costs and now use prede
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termined rates for materials, labor and manufacturing expense.
The standard costs established are the budget costs.
The expense forecast represents all expenditures in a manu
facturing concern other than direct materials and direct labor.
In the case of a retail or wholesale concern it represents all expense
except merchandise purchased for sale. The departmental fore
casts are prepared by the various department heads, covering
the items for which they are responsible. The expense forecast
should be divided into the manufacturing, selling and adminis
trative sections. Expenses under these main divisions are further
divided into fixed expense and variable expense. In the manu
facturing-expense section among the absolutely fixed items are
such expenses as superintendence, depreciation, taxes, insurance,
etc., which may be referred to as 100 per cent. fixed, since they
will be the same whether the production is 50,000 units or 100,000
units. Among the 100 per cent. variable items are expenses such
as inspection, material handling and manufacturing supplies that
vary according to the production. Between the classes 100
per cent. fixed and 100 per cent. variable there are expense items
which are partly variable, such as light, heat, power, salaries, etc.
A practical method of arriving at the degree of variation of these
partly variable expenses, according to volume, is to use a per
centage calculated on past experience.
Plant-addition and plant-change budget provides for purchase
of new buildings or equipment and for any extraordinary repairs
that may be needed for carrying out the production forecast.
The purchasing of new buildings or equipment is analyzed from
the viewpoint of the profit return on the added investment and
consideration is given to the conversion of current assets into
fixed assets.
The cash budget is usually divided into two sections. The
cash-receipts section shows the estimated cash receipts for the
budget period. In most concerns this is composed of the col
lection of sight drafts, accounts and notes receivable. There
should be estimated the expected collection of each month’s
billing based on past experience. The cash-disbursements sec
tion shows the expected accounts payable, notes payable, pay
rolls, manufacturing, selling and administrative expenses.
The other-income and other-deductions forecast includes non
operating income and expenses such as interest, dividends, federal
income tax and any extraordinary incomes or expenses. Using
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the above forecasts there can be compiled an estimated balancesheet and profit-and-loss statement as of the end of the budget
period.
OPERATION OF THE BUDGET

The budget should be flexible, and a monthly revision should
be made, eliminating the first month and adding a new month.
Flexibility is essential in order that advantage may be taken of
any favorable or unfavorable condition that may develop. The
budget is practicable only to the extent to which it is applied to the
control of operations and expenditures. It is a standard with
which actual results are measured. It should be the chart that
governs the course of the business. The department heads
receive copies of their departmental budgets and the general
manager receives copies of all budgets. Monthly comparison
should be made between the actual results and the budget, and
the causes of variation should be analyzed.
THE BENEFITS

Budgetary control plans responsibility, coordinates individual
departments, regulates expense according to income, maintains
proper inventory control consistent with the volume of sales and
is a yardstick with which to measure actual accomplishment.
It acts as a safety signal in pointing out unfavorable trends.
The professional accountant can render a distinct service by
convincing business executives of the benefits to be derived from
controlling operations by the use of the budget. The professional
accountant is best qualified by training and experience to analyze
and interpret the facts with reference to past results and to
render sound advice in the preparation and supervision of the
budget. In far too many instances business men are awaiting
the post mortem at the close of the year to determine the reasons
why profits did not come up to expectations, or even the reasons
why the year’s operations resulted in a loss. There is no excuse
for this condition of affairs when day-by-day operations can be
visualized and regulated by intelligent budgetary control.
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